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LISTED PROPERTY AND MARKET
COMMENTARY

After a challenging second quarter where global Equities fell 16.1%, the third quarter started with a strong rally in
Equities and Bonds, up 8.0% and 1.8% in July, respectively. However, after global central banks made it clear that
they would continue to aggressively hike interest rates in an attempt to control inflation, prices fell sharply for
the two remaining months of the quarter. It was an especially difficult quarter for global Property, which fell 11.7%,
followed by global Bonds and global Equity, which were down 7.6% and 6.1% in USD, respectively. South African
Listed Property fared much better (in ZAR) with returns of -4.1% for the ALPI and -3.5% for the SAPY, while Equities
were down 1.9%, and Bonds closed marginally in the green at 0.6%. Table 1 below illustrates the returns of the

major asset classes.

TABLE 01

ASSET CLASS RETURNS Q3:2022

SOUTH AFRICA (ZAR Returns) July  Aug Sep Ql Q2 Q3 YTD
SA Listed Property Index 8.8% -5.4% -6.3% -1.3% -1.6% -35% -15.8%
All Property Index 91% -59% -65%  -16% -121%  -41% -17.0%
Equities 42%  -18%  -41% 38% -N7%  -1.9%  -101%
Bonds 2.4% 03%  -21% 9%  -37% 06%  -13%
Cash 0.4% 0.5% 0.5% 1.0% 1.2% 1.3% 3.6%

OFFSHORE (USD Returns) April May  June Ql Q2 Q3 YTD
Global Listed Property (RNGR) 84%  -6.6% -128% -45% -185%  -17% -31.2%
Global Equities 8.0%  -41% -93% -50% -161%  -61% -251%
Global Bonds 8%  -44%  -51% -65% -89%  -7.6% -21.3%

Source: Bloomberg

Global bond yields rose sharply in September, with the US 10-year treasury yield rising 80bps to 3.8% over the
quarter. US inflation surprised on the upside for August (8.3% vs. 8.1% expected), which further justifies the US Fed
to keep hiking interest rates at an accelerated pace compared to initial market expectations. Similarly, UK 10-
year GILT yields rose from 2.2% to 4.1%, with fiscal policy being the primary driver of higher yields. Liz Truss won the
contest to replace Boris Johnson as Conservative Party leader and became Prime Minister of the UK. To tackle a
potential cost of living crisis, her government announced an energy support package worth c.£140bn. However,
more controversial was the move to cut taxes (especially for the highest earners from 45% to 40%). Markets feared
the government would need to significantly lift borrowing to fund the new policies, sending the UK bond market
into turmoil and the GBP to its lowest levels against the USD since the 1980’s. As a result, Truss reversed the decision
to cut taxes for the 45% band, and the Bank of England (BoE) announced it would institute an emergency bond
buying program to restore financial stability. South African long bond yields rose by ¢.38bps in the third quarter
to 1.38%, driven mainly by the aforementioned spike in global bond yields. The domestic bond market performed
better than its global counterparts, primarily driven by a more manageable inflation figure at 7.8% in July (vs. a

3-6% target) and expectations of CPl easing in August.
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CHART 01

GLOBAL BOND YIELDS (%) IN Q3:2022
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The US Fed enacted three consecutive 75bps interest rate hikes during the quarter. Further, during the
September Federal Open Market Committee (FOMC) meeting, Fed Chair Powell surprised the markets with
even more hawkish comments and a higher-than-expected path of interest rate hikes. Similarly, the Reserve
Bank of Australia (RBA) raised rates three times by 50bps, the ECB increased rates by a total of 1.25% (two
hikes), and BoE raised twice by 50bps each. In Japan, inflation remains relatively low at 2.8%. The Bank of
Japan (BoJ) remains the only developed market central bank to maintain its easy monetary policy keeping
its bank rate at -0.1%, and because of the diverging monetary policy, the Japanese Yen has depreciated by
20.5% against the USD year-to-date. Global Composite Purchasing Managers’ Index (PMI) for September was
497 points, slightly up from the month before (49.3) but still below 50 points, indicating that economic activity
continues to contract. It appears an economic slowdown is upon us, particularly in Europe, but central banks

will have to continue hiking rates to curb inflation.
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SA LISTED PROPERTY REPORT

Thelocallisted property sector (FTSE/JSE All Property Indexor ALPI) fell 4.1%in Q3, underperforming Equities (-1.9%) and Bonds
(+0.6%). Property continued to de-rate relative to bonds, primarily driven by the UK and European exposure (Sirius and
Capital & Counties) across the sector and concerns about the macroeconomic picture. Despite the underperformance,
year-end and interim results (including company updates) were positive and generally above expectations. Most
property fundamental metrics, such as vacancies, lease renewal spreads, and rental escalations, all fared better and
pointed to improving operations. For instance, retail vacancies compressed between 2-4% across the board, with better
occupancies in large format regional / super regional malls. Balance sheet strength also exceeded expectations as
asset disposals, and valuations proved favourable. While rampant municipal charges and the elevated cost of running

diesel generators (due to the cost of diesel and higher levels of loadshedding) proved to be the biggest headwinds.

Below is a chart showing per stock performance over the quarter.

CHART 02

SA LISTED PROPERTY — Q3 STOCK PERFORMANCE
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Source: Bloomberg

Asillustrated above, the negative performers over the quarter included stocks with sizable European/UK exposures,
such as Capital & Counties, Sirius, and Industrials REIT. On the other hand, positive performers included stocks that

presented deep value.

Liberty Two Degrees was up an impressive 25.7% during the quarter, partially because of being sold off too
aggressively atthe end of the previous quarter. The company alsoreported robustresults driven by animprovement
in rental reversions and a recovery in hotel occupancies and conferencing. Fortress B shares ironically rallied
15.2% as a vote to merge the ‘A" and ‘B’ units failed. While this puts the company’s REIT status and ability to pay a
distribution for the foreseeable future at risk, several ‘B’ shareholders are betting on ‘A’ shareholders to capitulate
and divide the spoils premised on NAV. We are firmly against this view and believe that, although it may take
some time, both groups of shareholders will come to the table on something more equitable considering the ‘A’
shareholders’ preferential right to income. Octodec had a strong showing (up 15.1%) as its pre-close presentation
illustrated its ability and willingness to pay distributions. The presentation allayed fears that the company was no
longer a going concern. It put it on a forward distributable yield north of 20% and an expected rolling distribution
in the high teens. Emira was up 14.2%, driven by healthy operational performance and undemanding valuations.
Furthermore, a strong underpin has been the U-Big Group’s continued acquisition of Emira’s shares, with
shareholding going through the 50% threshold. Previous CEO James Templeton is now chairman of the investment
committee. With limited liquidity and the potential for a formal offer for the balance of the company, the price is

likely to hold up relative to its peers.
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The worst performer over the quarter was Capital & Counties, down 24.2%. Operationally we have seen an
improvement driven by increased tourism and higher office usage. In addition, the Shaftesbury merger gives the
company further scope to create value via a more significant estate and exploit cost synergies. Sirius Real Estate
shares fell 21.7% in Q3. Despite a strong operational update, the expansion of rates, falling PMIs, and a possible
energy crisis in Germany had a material impact on the listed property market. Furthermore, investors punished
the share for the unfortunate timing of the UK portfolio (BizSpace) acquisition that pushed LTV above 40%, thus
making it more vulnerable to economic shocks. Fortress A-share lost 16.3% due to the inverse rationalisation we
discussed regarding the ‘B’ share above. In truth, a decline in the price is justified due to the potential tax leakage
if they de-REIT and the likelihood that it will take several years before a distribution can be paid. Ultimately, we
think the failure of both shareholders to agree to the proposed merger was self-destructive and should not favour
one group of shareholders relative to the other. Lighthouse was another laggard with 100% European exposure
that lost 14.1% despite Hammerson (contributing roughly a third of Lighthouse’s net assets and two-thirds of their
distribution) only coming off 4.2%. While higher rates in Europe were a key driver for Lighthouse’s underperformance,
the weakness could also be attributed to a normalisation of the price relative to NAV compared to other European

retail names.
SA LISTED PROPERTY SECTOR NEWS OVER THE QUARTER

+  The scheme proposed by Fortress REIT to collapse the dual share structure and maintain REIT status was
not passed by the requisite number of shareholders. Fortress is currently engaging with the JSE about its
REIT status. A scenario where Fortress de-REITs is still a reasonable path for the company, and in our view,
mechanisms, such as an A-share buyback, are available to unlock value.

* Investec Property Fund announced that Darryl Mayers will step down from the board of directors and as Joint
Chief Executive Officer (CEO) of the Fund, effective 30 November 2022. From 1 December 2022, Andrew Wooler
will continue as the sole CEO of the Fund.

e Rebosis Property Fund announced that the Board of Directors has resolved to commence with voluntary
business rescue proceedings. The company failed to dispose of a portfolio of mainly government assets this
year, and following rising interest rates and cash flow issues, it was deemed “financially distressed.”

+  Vukile Property Fund concluded an agreement to acquire Pan Africa Shopping Centre (Alexandra,
Johannesburg) from Pan Africa Development Company Proprietary Limited. The anticipated cash
consideration for the acquisition is R669m or a yield of ¢.9%. This includes the existing 16,000sgm mall and
9,000sgm of potential expansion. It is anchored by Boxer, with a high national tenant component including
Truworths, Pep, Mr Price, Ackermans, Jet, Clicks, Studio 88, and others.

e Sirius Real Estate announced the completion of three acquisitions in Germany for €44.6m in aggregate.
These acquisitions have been predominantly funded using capital recycled from three strategic disposals
in Germany and the UK for a combined €33.6m. Amongst the disposals is Camberwell (Bizspace), which was
sold at a 94% premium to book value.

«  Emira Property Fund announced that it intends to make a general offer to acquire up to 100% of the issued
share capital of Transcend. The offer price, at a clean price of R5.38, represents a12% premium to the effective

R4.80 clean closing price on 8 July.
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SA PROPERTY FUNDAMENTALS

SOUTH AFRICA

Several REITs reported results this quarter, which were ahead of our expectations on average. This was primarily
driven by net property income (NPI) growth from improving rental reversions, reduced rental discounting, reversal
of estimated credit loss (ECL) provisions, and contractual escalation rates. It is also encouraging to see increasing

pay-out ratios and earnings guidance being provided.

Balance sheets have strengthened materially over the period, with the simple average of LTV's declining by 1.7% pts
to 35.8%. This was most noticeable in Hyprop (-9.4% pts due to its restructure of Hystead and disposal of Atterbury
Value Mart) and Attacq (-7.9%), while the most significant increase was seen in Resilient and Fortress (+3.3% each)
to 32.1% and 40.0% respectively. Asset valuations were largely flat overall, but the office sector continued to show
weakness, down 2.1%. Nonetheless, NAV (including offshore counters) grew by 2.7% on average, with just three out

of the ten counters showing a decline in NAV.

CHART 03

REPORTED NAV GROWTH
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According to SAPOA, the South Africa Quarterly Retail Trading Density Index recorded 9.8% y/y growth in annualised
trading density in Q3. The index’s trading density of R36 300/sgm was well clear of its pre-pandemic marker of
R35 000/sgm. Vacancy rates remained stable at 5.8%. Earlier in September, Massmart announced the closure of
eight Game stores, including a store in Mall of the South (Redefine) and Gillwell Shopping Centre (Dipula). Redefine
has already advanced plans to replace the store with a food anchor tenant. There remains healthy demand,
especially from Shoprite, Mr Price, and TFG for space, and we are confident that the bulk of space vacated by

Game by further closures, will be absorbed.

The large format retail recovery in urban areas was reinforced in both Hyprop and Liberty Two Degrees results.
Rental reversions averaged -15% for these counters compared to -26% last year (see Chart 4 below). Vacancies
remained negligible, highlighting that healthy demand for large regional centres continues. Trading densities are
comfortably above 2019 levels for most assets in these portfolios, and having seen a prolonged period of rentals

rebasing, these counters are looking forward to positive rental growth in the next 18 months.
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CHART 04

HYPROP AND LIBERTY 2 DEGREES — THE GREAT RENTAL REBASE
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With Resilient and Fortress reporting rental reversions of 1.6% and -2.8%, respectively, non-urban and rural centres
remain strong performers despite a cooling off in the mining production volumes this quarter. Incomes in these
towns have been driven by agriculture, mining, and social grants, which have proved more defensive. The rollout
of the Covid-19 SRD grants in 2020 played a central role in protecting individuals and households against the
loss of income over the past few years and is the second most important source of income for households after
salaries. South Africa will spend 3.9% of gross domestic product on welfare in the current fiscal year, more than

most countries.

In Offices, the latest SAPOA vacancy survey showed a marginal improvement in vacancies (-30bps) to 16.4% in Q3.
This was driven by the P-grade segment, where vacancies fell 120bps to 12%, reflecting encouraging demand for
quality “greener” premises. Office development activity remained severely depressed at the end of Q3 2022, with

just 0.7% of existing stock being developed. Below we have a section on the Sandton office market.
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Sandton has received a great deal of bad press, given the elevated overall vacancy rate of 20.9%. With about
2m sgm of GLA, Sandton is the largest decentralized office node in the country. Some of the largest corporate
occupiers, such as the JSE, Nedbank, Investec, Sanlam, RMB and Webber Wentzel, are based in Sandton. On a
look through basis (considering the offshore exposure), Redefine and Growthpoint have the largest exposure to

Sandton at roughly 10%.

CHART 05 CHART 06
SANDTON OFFICE MARKET BY GRADE LOOK-THROUGH EXPOSURE TO THE SANDTON
OFFICE MARKET
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The Sandton market has well established services that make it attractive to office users. These include a range
of hotels, an international convention centre, one of the largest shopping centres in the country, and a Gautrain
terminal, which is a major differentiator from the growing Waterfall node. It is centrally located amongst other

large office nodes in Johannesburg, being the mid-point between Johannesburg CBD and Midrand.

Traffic has often been cited as one of the major concerns in Sandton. Accessibility is an issue, and unlike the
Johannesburg CBD, the node is serviced by only one major offramp (Grayston) and three major connecting
roads (Groyston Drive, Rivonia Road / Oxford, Sandton Drive). Remote working has alleviated much of the traffic
concerns in the short term. The effects of ageing infrastructure continue to be felt across Sandton and the
surrounding areas. While much of the recent investment has been into roads, water supply and sanitation have
become a mounting issue. In many cases, the infrastructural burden is passed onto private investors for capital
investment and maintenance in Sandton. While many Sandton Central owners and developers have assumed
some of the responsibilities traditionally apportioned to local authorities, such as the provision of parking facilities,
policing, cleaning, beautifying of streets, and the upgrading of roads, there are areas of improvement which only

government can provide.

At 20.9%, the vacancy rate in the Sandton market is above SAPOA averages. However, this is concentrated in the
A and B-grade segments. Compared to pre-pandemic levels, Sandton vacancies have increased by 500bps

compared to 540bps across the total office market.
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CHART 07

VACANCY RATE COMPARED TO 2019
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Growthpoint and Redefine confirm that demand for space remains strong within certain areas, as depicted in

the map below. Both funds report lower vacancies in properties along this corridor. This demand node has been

driven partly by its proximity to the Gautrain station and Sandton City.

CHART 08
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Rentals for P-grade space range between R160/sgm and R255/sgm on a gross basis. The mid-point compares
favourably to Rosebank and is on par with Waterfall. After a period of negative reversions, Sandton’s P-grade

rentals are now competitively priced in the broader Johannesburg office market.

CHART 08

ASKING RENTAL FOR P-GRADE SPACE IN JOHANNESBURG
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In our view, Sandton remains a premier destination for office users. While some parts of the node are less
desirable, given the quantum of lower quality stock and poor access to amenities, there remains good demand
along certain corridors. Traffic and travel times into the area have eased following increased WFH usage and the

significant increase in middle income residential space in the node.

CENTRAL AND EASTERN EUROPE

NEPI Rockcastle and MAS Real Estate reported robust operational performance in their results this quarter, with
NEPI Rockcastle’s sales being 8% higher than 2019 levels. MAS's results included €3m profits from residential sales,
and management expects €200m in sales proceeds from its residential buildings per annum to June 2026. While
this has become a significant driver of MAS" earnings growth trajectory, the rising rate environment in Romania

casts doubt on whether these targets can be achieved.

Inflation remains exceptionally high across the region, with Poland’s latest reading being 17.2% for September and
Romania at 15.9%. Differences between countries have largely been due to the assortment of price caps and tax
changes that have been introduced in response to the spike in energy prices. The relatively poor performance of

CEE inflation is attributed to two factors: (i) very tight labour markets; and (i) the relatively high energy share in CEE

CPI baskets. Wage inflation has seen disposable income rise as well, with retail sales growth still positive in real terms.
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CHART 10

REAL GROWTH IN RETAIL SALES
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After lengthy periods of low inflation in Europe, CEE management teams are confident that rentals will grow in line
with the contractually agreed inflation linked clauses. There appears to be little resistance by retailers to stomach
higher rents as this has been matched or outpaced by wage growth. However, central bankers are concerned

about anchoring inflation expectations higher, which may result in reduced consumption over time.

Rising European funding costs will also cause valuers to question their discount rate assumptions. The EUR
denominated 10-year bond for Romania and Poland has increased by 250bps and 190bps, respectively (see chart
10) over the past six months. The high rental indexation will help to offset yield expansion, with 5% growth likely to

offset about a 40bps increase in yields.

CHART 11

EURO DENOMINATED 10 YEAR BOND YIELDS (%)
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SA LISTED PROPERTY OUTLOOK

July saw the sector rally ¢.9%, only to have August and September pull the quarter back into negative territory. The
driving factor was, once again, global inflation and the inability of several central banks to get it under control.
From a valuation perspective, we understand inflation’s upward pressure on interest rates and the commensurate
downward pressure on stock ratings. This is evident and justified in many growth stocks, where they have been

trading on low yields (as a 'reward’ for robust growth prospects).

As comparable interest-bearing assets offer more yield, one would demand a higher yield for these stocks, too
(a de-rating), and off a low yielding base, this has a material impact on pricing. We tend to disagree with this
logic across the value stocks that offer healthy double-digit yields and a positive buffer to the yields offered
by competing interest-bearing instruments. The high yield indicates that these stocks are cheap, but generally,
there is a rational reason when something is cheap. Through covid, we agreed with the reasoning at hand’; there
was little clarity on what the future would bring in light of the exposed balance sheets and cash flow profile as
landlords were subsidising struggling tenants through what was an exceptional and painful time. Where we stand
now, these stocks have materially rebased earnings, thereby enhancing their quality; their balance sheets are
alsoin a better position than they were two years ago. Despite operating pressures, which have persisted for quite

some time, we believe the ratings on many stocks in our universe are just too low.

A quarter ago, we stated that we saw value in the sector, which the subsequent pull-back has reinforced. Certain
events have been cause for concern; severe loadshedding locally, rising interest rates, global inflation being
stickier than initially anticipated, and the dramatic deterioration of the UK economic outlook. We believe that our
forecasts have dealt with this sufficiently, and there remains enough value in the sector at current valuations. Our
local long bond yield (11.3% currently) remains above median economists’ forecasts and should normalise over
time. Nonetheless, we have stress tested our valuation assumptions by increasing our exit long bond yield for
South Africa to 11% (from 10.3%) and our yield spread to 1% (from 50bps), and still find decent value in the sector with
a total return of c.16%. The main contributors to this are the attractive income return the sector offers of 9.8% and

capital return from earnings growth of 4.6%.
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GLOBAL LISTED PROPERTY REPORT

Global listed property (FTSE/EPRA NAREIT Developed Rental Index) closed the quarter down 11.7% (-1.9% in ZAR).
By region, Japanese listed Property generated the best performance, closing 6.2% lower, followed by US REITs
which achieved a -10.0% return. The UK and European REITs lagged, returning -26.0% and -19.5%, respectively,
partly due to weaker currency performance relative to the USD. Slowing global growth, higher real rates,
and a spike in credit spreads remain the main reasons for global Property’s underperformance. Intra-sector
performance was being driven mainly by a compression of earnings /[FFO multiples as forward earnings
estimates remained stable. Gaming (+0.4%), self-storage (-2.7%) and hospitality (-3.3%) REITs outperformed
while relatively higher starting multiple sectors like data centres (-16.4%), industrial (-12.5%) and manufactured

homes (-12.8%) underperformed during the quarter.

With respect to second quarter / interim results, ‘beat and raise’ was a common theme among REITs, with
only a handful of companies missing estimates or lowering guidance. Datacentre guidance was affected
by a stronger USD, which could persist. Rising funding costs and higher building costs appeared to be key
concerns for management teams, with no sign of a drop in tenant demand yet. Below we provide highlights

of the results.

< The US apartment sector grew earnings by a solid 23.2%, driven by same store net operating income (SS
NOI) growth of 16.8% and blended releasing spreads of 15.3%. FFO growth of 17.3% is expected for FY 2022, an
increase of 2.3% from QI guidance. German apartment REITs reported FFO growth of 6.1%, like-for-like (LFL)
rental growth of 2.7%, and an average vacancy rate of 3.6%. On average net tangible assets (NTA) remained
flat and continue to trade at a 56% discount to NAV. However, balance sheets remain relatively weak, with an
average loan-to-value (LTV) ratio of 45.1%.

» Datacentres reported record leasing demand over the last two quarters, with FFO growing 9.7% for names
under coverage. Top line rents grew 7.5% on a like-for-like basis, with vacancies falling across major markets
due to higher demand and limited supply; supply continues to be a challenge due to more restrictive planning
regimes and limited power availability in key markets such as London (UK) and Northern Virginia (US). The
stronger US has resulted in an 80bps decline in FY2022 guidance for Equinix and Digital Realty, resulting in
average FFO growth expectations of 5.4%.

+  Hotels continued to show improvement in occupancies and revenue per available room rates (RevPAR), with
leisure continuing to outperform business travel. Valuations also grew 2% in the year’s first half, with RevPAR
broadly in line with 2019 levels. US large-cap Host Hotels & Resorts grew FFO 383% in Q2, with RevPAR growing
65% in line with market averages. Margins improved to 37%, and LTV fell to 35%. Pan-European hotel property
company Pandox saw EBITDA rise 117%, with occupancies rising to 69% and RevPAR up 84%. In Singapore, CDL
Hospitality grew distributions by 67.5%, with occupancies rising to 65% across the portfolio. Due to the low
base, earnings growth numbers are less meaningful, but the sector continues to recover each quarter, with
most metrics now only slightly below or equal to 2019 levels.

+ Industrial property FFO grew 12.5%, driven by 8.0% same property net operating income growth (SP NOI) and
releasing spreads of 28.5%. Key standouts were Rexford (southern California last mile logistics REIT), which
delivered 26% FFO growth and 62% releasing spreads, and European logistics landlord WDP, which grew
earnings by 15% (vs. 10% expected) and increased FFO growth guidance to 14% from 8%. FFO growth guidance
for 2022 was upgraded to an average of 14% due to higher occupancies at 97.9% and SP NOI growth guidance
of 7.8%. We saw an acceleration of SP NOI in the UK and Europe due to indexation: when lease escalation rates
are linked to inflation. Management teams noted that higher funding and labour costs could result in lower

levels of supply.
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US Manufactured housing REITs grew FFO 8.7%, with SS NOI delivering 3.5% growth and rents up 4.9%. Sun
Communities reduced AFFO growth for the full year by 60bps to 10.5%, and Equity Lifestyle reaffirmed guidance
of 7.9%. Australian listed Ingenia Communities reported a 1% drop in earnings per share (EPS). Operations were
impacted by supply chain challenges and shortages of skilled labour. Rents are inflation linked and grew 5%
y/y compared to inflation at 3%. The company guided EPS growth of 5-10% for FY 2023.

US mall REITs Simon Property Group (SPG) and Macerich (MAC) reported earnings growth of +2.0% and -22.0%,
respectively. Tenant sales per square foot were up 5% y/y, and occupancy improved 2.3% y/y to 92.9%. Guidance
for 2022 FFO growth improved slightly from an average of -3.6% to -2.1% for the year. US shopping centre REITs
reported earnings growth of 1.4%, driven by average SS NOI growth of 4.0%. Re-leasing spreads remained
healthy at 9.0%, and occupancies improved by 1.4% y/y to 91.9%. Management increased the full-year 2022
earnings guidance by 2.2% to 7.2%. European mall REITs Unibail-Rodamco-Westfield (URW) and Klepierre (L)
reported HI1 22 results which showed 96% rental collections compared to 72% in HI 21. URW and LI reported 6.9%
and 5.3% vacancy rates, respectively, and re-leasing spreads of 2.7%. FY 2022 FFO growth guidance for URW
and Ll was increased to 28.8% and 11.2%, respectively. Australian Retail REITs Scentre Group (SCG) and Vicinity
Centres (VCX) reported Hl and FY 22 results with FFO growth of 18.3% and 7.1%, respectively, beating expectations.
However, SCG's FY 22 FFO growth guidance of 14.2% and VCX's FY 23 guidance of 12.5% fell short by c.4%.

Despite a weaker economic outlook and continued WFH, offices delivered decent results, with FFO/EPS growth
of 9.2% in the first half of the year. Outliers were US REIT Boston Properties and European Immobilien Colonial
(“Colonial”), which delivered 17.5% and 19% earnings growth, respectively. On the other hand, UK REIT Great
Portland Estates’ earnings fell 31.6% over the period, partly driven by rental income foregone through the sale
of an office building for £181m and increased provision for performance related pay. Operationally, releasing
spreads were respectable at 7%, with SS NOI growing 3.9% and occupancies continuously improving to 94%.
Earnings guidance for the full year remained firm at approximately 7%, with US coastal offices and Colonial
leading at around 14% expected growth.

All self-storage REITs beat growth estimates with average FFO [ EPS growth of 28.5% and SP NOI growth of
20.4%. Occupancies fell slightly to 95.2% across the sector, with companies guiding 20.5% FFO growth for
2022, driven by SP NOI growth of 16.7%. Management teams noted that acquisition activity would slow down
considerably due to higher funding costs.

Positive momentum in the senior housing sector continued into Q2, with US large caps Ventas and Welltower
showing on average 380bps occupancy gains y/y and 12.2% SS NOI growth. Management teams are guiding
for Q3 2022 SS NOI growth of 5.9%. US medical office focused REIT Healthcare Realty, and Healthcare Trust of
America grew earnings by 4.7% and -2.7%, respectively, driven by 1.6% and 3.3% SS NOI growth. EU healthcare REIT
Aedifica (AED) reported EPS growth of 16.8%, LFL rental growth of 4.2%, and a vacancy rate of 50bps outperforming
its peer Cofinimmo (COFB), which reported EPS growth of -5.2%, 3.1% LFL rental growth and a 2.0% vacancy rate.
The single-family-residential (SFR) sector achieved 14.8% core FFO growth. SS NOI growth averaged 11.0%,
while occupancies were flat y/y at 97.9%. American Homes for Rent (AMH) and Invitation Homes (INVH) have
relatively strong balance sheets with net debt to EBITDA ratios of 6.0x and ¢.100% of their debt fixed for 13 years
and six years, respectively. Canadian listed Tricon Residential (TCN) has a net debt to EBITDA ratio of 7.8x (63%
fixed). The sector is expected to grow earnings by an average of 12.3%, up 70bps from previous guidance.
The US triple net lease sector grew adjusted FFO by 8.3%, closed 99.3% occupied with a weighted average
lease expiry of 10.5 years. Given these lengthy lease durations, external growth is necessary for earnings
growth. For the full year 2022, management has guided $2.1 billion of acquisitions (up $200m qg/q) led by
Realty Income which is now expected to acquire $6 billion worth of assets during the year compared to
$5 billion previously guided. Australian-listed Charterhall-Long-WALE REIT announced FY 22 results which
showed EPS growth of 4.5%, $87Im worth of acquisitions, and a portfolio value of AU$7.1on. Management

expects EPS growth for FY 23 of -8.2%, slightly lower than consensus (-6.2%).
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GLOBAL LISTED PROPERTY NEWS OVER THE QUARTER:

« Large-cap industrial REIT Prologis acquired a portfolio of 128 logistics facilities and six new developments
across Europe from last-mile logistics operator Crossbay for €1.6 billion. In addition, the merger with
Duke Realty was approved by shareholders of both companies and effective 3 October 2022.
Singapore’s sovereign wealth fund (GIC) and private equity firm Oak Street have agreed to buy US-listed
net lease REIT Store Capital for $14 billion.

US self-storage REIT Extra Space Storage acquired Storage Express for $590m. Storage Express owns 107
storage properties across Indiana, Ohio, lllinois, and Kentucky.

European mall REIT Unibail-Rodamco-Westfield sold Westfield Santa Anita, California, for $537.5m or a
10.7% discount to the last appraisal value.

UK-listed diversified REIT Landsec sold the Deutsche Bank headquarters in London to Australian-listed
developer Lendlease for £809m or a 9% discount to the March 2022 valuation.

European developer VGP’s sale of its €1bn seed portfolio to Allianz JV, has been postponed due to ‘'market
turmoil /VGP still expects the portfolio to be sold next year, but this decision has sparked concerns about
cap rate expansion across European logistics assets.

+  UK-listed LXi REIT scrapped a deal to buy 18 Sainsbury’s supermarkets for £600m, citing stock market
volatility. LXi REIT sold a 65-year income strip’ representing 30% of annual rent from its Thorpe Park &
Alton Towers assets to a UK institution for £257m.

* Netherlands announced plans to scrap REIT tax benefits. The Dutch cabinet announced that FBI's
(Dutch REITs) will no longer be allowed to invest directly in real estate from 1 January 2024, where profits
from listed real estate FBI's will be taxed with the normal corporate tax rate of 25.8%. The plan still is being

finalised, and there still will be a debate in parliament on the new tax plans during 2023.

OLD BOND STREET, LONDON
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GLOBAL PROPERTY FUNDAMENTALS

NORTH AMERICA

The possibility of a recession in the US has not appeared to change tenant behaviour yet, with fundamentals in
most sectors remaining robust. Despite record supply in the industrial/logistics sector, rents grew 22% y/y in Q3,
driven by robust demand. The vacancy rate increased by 20bps y/y to 3.2%' and is expected to trend toward the
5-year average of 4.7% by the end of 2023 as supply remains elevated and demand cools. The 30-year mortgage
rate ended the quarter at 7.06%, a 22-year high making it 60% cheaper to rent a single-family home than to
buy one, the widest spread on record. Given this pricing advantage coupled with the structural shortage of
homes in the US (c.2m home shortage), demand for the sub-sector is expected to remain strong, resulting in high
occupancy rates (c.98%) and strong rental growth (13-17%). Rents for the apartment sector grew by 10.2%2 y/y in Q3,
down from the peak of 16.9%, reached at the beginning of the year. Net absorption of ¢.21,000 units coupled with
only 12,000 deliveries resulted in a 10bps g/q drop in the vacancy rate to 4.4%, a record low. Office fundamentals
continued to decline in Q3 with the supply of 6m sqft, significantly outstripping demand of 1.8m sqft. resulting in
a vacancy rate of 18.4%° nationally. Demand for data centres remains strong, with net absorption of 464MW* in
H1 22 more than 3x the H1 21 level resulting in 5.9% growth in average rents and a record low vacancy rate of 3.8%.
self-storage occupancy rates declined by 1.3% y/y to 95% in Q2 as firms prioritise rental growth over occupancy
rates. Retail sales data for August was up 91% y/y, signalling that the US consumer continues to spend despite
rising inflation and interest rates. In addition, according to JLL, US retailers opened 4,432 stores compared to only
1,954 closings during H1 22, suggesting demand for retail space remains strong. As a result, the national vacancy

rate dropped by 10bps g/q to 4.4%.

EUROPE [ UNITED KINGDOM

European PMiIs fell to 48.1 index points in Q3, indicating the region is contracting, with Germany possibly leading
the charge at 45.7 points. This, coupled with a looming energy crisis this winter, points to a weaker consumer
and lower levels of demand across the board. The impact of the weaker economic climate and rising funding
costs is affecting capital markets. The bid-ask spread on potential transactions has widened with fewer bidders
per transaction across the board, even in the recently ‘hot’ logistics market. As evidenced by the postponed
disposal by VGP and withdrawal by Investec Property Fund to sell the Pan European Logistics portfolio. Cap rates
are expected to expand across the board in all sectors (except for Self-storage) but at varying degrees. Offices
maintained relatively low vacancies of 7%, but we cautiously approach this sector. A recession will be detrimental
to occupancies and rents, and, coupled with entrenched WFH practices, we expect c.100-150bps yield expansion
over the next 24 months. Retail cap rates have been steadily expanding but are expected to rise another
80bps. In addition, a weaker consumer may lead to lower rents, rising vacancies, and a resumption of retailer
bankruptcies (particularly UK), leading to an outsized drop in valuations. Driven by e-commerce growth, supply
chain modernisation, and onshoring industrial demand remains solid. H1 2022 take up rose 8% to 15.5m sgm, with
vacancies falling to 2.5-3% and rents growing by a solid 13% y/y. However, cap rate expansion is inevitable in the
next 12 months, with 25-50bp expected. In the UK, we have already seen a 50bps cap rate expansion, and we
may see another 50bps due to higher funding costs and a weaker economic outlook. Prime logistics yields have
risen to 4.25% in the UK, with vacancies remaining low at 1.3%. German residential property companies still see
vacancies dropping to 2.5-3%, but rental growth has stayed in the region of 3-4%, driven by rental caps. Investors

expect cap rates to rise by 50-80bps as sub-par rental growth relative to inflation remains unattractive.

' Cushman & Wakefield, Marketbeat, US National, Industrial Q3 2022

2 Moody’s Analytics, Q3 2022 Preliminary Trend Announcement, 3 October 2022
2 Moody’s Analytics, Q3 2022 Preliminary Trend Announcement, 3 October 2022
4 CBRE North America Data Center Trends H1 2022, October 2022
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ASIA PACIFIC

In Japan, the Tokyo office market vacancy rate increased by 12bps m/m to 6.49% in August, and rents
decreased 3.4% y/y. Pressure on large spaces continued while demand for small and medium-sized offices
remained strong. Singapore’s office market remains tight, with a stable vacancy rate of 3.4% in Q3. Rents
were up by 1.8% g/q, the fifth consecutive increase, and is expected to rise 6-7% for 2022. The overall Hong
Kong office vacancy rate increased from 13.8% in Q2 to 16.1% in Q3. Rents fell 2.3% q/q and is expected to drop
3-5% for the year. Within the Australian office market, the Q2 vacancy rate® in Sydney CBD and Melbourne
CBD increased to 13.0% and 15%, respectively. Sydney face-rentals increased by 1.6%, and incentives dropped
slightly to 34.2%. In Melbourne, face rents were flat g/qg, but incentives remained high at 38.6%. In Q2, industrial
supply in Tokyo increased by 18% y/y or 436,000 sgft. compared to a demand of 258,000 sqft, as a result,
the vacancy rate increased by 1% q/q and 3.1% y/y to 4.0%. Prime logistics rents in Singapore grew 1.6% g/q
in Q2, and the vacancy rate dropped 20bps to 10.0% due to higher demand for multiple-user factories and
warehouses. In terms of fundamentals, the Australian industrial sector remains one of the tightest markets
globally, with a vacancy rate of 0.8% (Q2). With demand being 1.5x supply in Q3, rents continued to grow, up
18.6% y/y. Post the lifting of space and dining restrictions in Singapore, overall retail tenant sales are now 10-
20% higher than pre-Covid levels, but footfall remains 20-30% below 2019 levels. According to CBRE, prime
retail rents were up 70bps y/y in Q3, and they expect the recovery to continue for the rest of 2022 and into
2023. Hong Kong retail sales were up 4.1% y/y in July, reversing two consecutive months of declines, and retail
leasing momentum is expected to improve as quarantine measures are relaxed®. The Australion national
retail vacancy rate was up 20bps g/q to 71% in Q2 (JLL). However, Sydney CBD assets saw the vacancy rates

increase by 2.4% q/q to 13.4%, and rents dropped 32.0% y/y and are now in line with 1998 levels.

° JLL Office Market Overview, Australia Q2 22, 5 August 22
¢ JLL Hong Kong Property Market Monitor, 22 September
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GLOBAL PROPERTY OUTLOOK

With total returns of -11.7% in USD, the third quarter delivered a lower drawdown relative to Q2, however, the volatility
in markets was significantly higher due to more hawkish central bank activity and some credibility-denting
missteps by the BoE and UK government. Although some are still looking for any sign of a Fed pivot, moving
from a hawkish to a more dovish stance on interest rates, many in the market have accepted that interest rates
will continue to rise even if economic growth falters. With inflation soaring and funding costs rising rapidly, the

collective wisdom of 'lower for longer’ has turned on its head.

With financial conditions tightening, the bid-ask spread in direct property markets has widened, and the number
of bidders per transaction has fallen dramatically, particularly in the UK and Europe. Furthermore, anecdotally,
although refinancing risk remains low, bank funding for new transactions (or for new clients) has dried up in
Europe and UK. UK funding costs have risen approximately 3% in a quarter where the marginal cost of debt is close
to 6%, driven by higher bond yields and wider bank margins. Like the quarter post BREXIT, some open-ended direct

property funds have ‘gated’ fund withdrawals, causing further jitters in the market.

Simply put, with higher funding costs, yield spreads for commercial real estate have fallen below their long-term
averages making the investment case at current cap rates less compelling. With more hawkish central banks and
weaker economic growth on the horizon, cap rates must rise across the board. Relative to prior downturns, global
listed property balance sheets are less leveraged, particularly in the US, UK, Singapore, Hong Kong, and Australia;
regions forming approximately 81% of the global listed property investment universe (per the benchmark). In
addition, companies have diversified funding sources (bank funding, corporate paper etc.) and have fixed more

funding for longer periods relative to previous downturns.

Our view on valuations: Global listed Property currently trades at a forward dividend yield of 4.8%, a 137bps
positive spread to global bonds, which is lower than the long-term average spread of c.214bps. Global listed

Property continues to de-rate relative to bonds.

CHART 12

RELATIVE VALUATION — GLOBAL PROPERTY DIVIDEND YIELD VS. GLOBAL BOND YIELD
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Due to stable supply and demand conditions in almost all sectors, indexation in Europe, staggered debt maturities,
and generally low vacancies (except offices and US malls), we are comfortable with our estimate of 12% FFO/eornings
growth for 2022. The global listed property sector is also at a 31% discount to NAV which is two standard deviations
below the long-term average, which implies around a 150-200bps rise in cap rates. We mentioned earlier that cap
rates would have to rise, but this may be overdone. We still expect private equity and sovereign wealth funds to re-
enter the fray and buy trophy assets over the next few quarters. Looking beyond 2022, higher funding costs willincrease
average debt costs and render some developments less feasible, plus, top line rental growth will decelerate across
the board. This implies there is some downside risk to our 8% FFO/earnings growth forecast for 2023. Considering all

these factors, we believe low double-digit USD total returns are reasonable over the next 12 months.
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ANNEXURE 1: GLOBAL LISTED PROPERTY
PERFORMANCE

Below is the chart illustrating global REIT performance by region over the third quarter of 2022.

CHART 01

Q3 GLOBAL PROPERTY RETURNS PER REGION
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SESFIKILE BCI GLOBAL PROPERTY FUND:

For the three months ended 30 September 2022, the Sesfikile BCI Global Property Fund (ZAR) delivered a total
return of -5.79% versus the benchmark return of -1.87%, resulting in the fund’s underperformance of 3.91%. By region,
detractors to performance included the overweight position in European REITs (-0.59% alpha) and the overweight
position in the US (-0.40%). At a sector level, the fund's underweight to office (+0.20%) REITs and overweight to
malls (+0.15%) supported performance against the benchmark. However, the underweight position in healthcare

(-0.25%) and overweight to multifamily (-0.24%) REITs were major detractors from performance.

CHART 02

Q3 TOP 3 CONTRIBUTORS TO AND DETRACTORS FROM PERFORMANCE
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OW - Overweight position relative to the benchmark; UW — Underweight position relative to the benchmark.
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